Publishedunder s35.93 Wis. Stats., by the Legislative Reference Bureau.

367 COMMISSIONER OF INSURANCE Ins 55.02
Chapter Ins55
LIFE AND HEALTH REINSURANCE AGREEMENTS
Ins 55.01 Scope. Ins 55.04 Effect of failure to comply
Ins 55.02 Accounting requirements. Ins 55.05 Applicability.

Ins 55.03 Written agreements.

Ins 55.01 Scope. (1) This chapter applies only to: to a reinsurer which argreater than the direct premiums collected
(a) Domestic life and accident and health insurers; by the ceding company

(b) Licensed life and accident and health insurers which are not(f) The treaty does not transfer all of the significant risk inher
subject to a substantially similar rule or law in their state of donntin the business being reinsured.
cile; and (9) 1. Except as provided by sul#l, the credit qualityrein

(c) Licensed property and casualty insurers which arsuipt vestmentor disintermediation risk is significant for the business
jectto a substantially similar rule or law in their state of domiciléeinsuredand the ceding company does not either transfer the
with respect to their accident and health business. underlyingassets to the reinsurer legally segregate such assets

(2) Thisrule does not apply to assumption reinsurayealy in a trust or escrow account or otherwéstablish a mechanism

renewable term reinsurancermnproportional reinsurance suchzgtr']f::gttgxtgn?aecfo%Ti'ssgr?n%revm'ggrlleigalg’sgggegates’ by
asstop loss or catastrophe reinsurance. P ! ying :

History: Cr. Registey July 1993, No. 45]eff. 8-1-93. 2. The assets supporting the reserves for classmssofess
which do not have a significant credjtiality, reinvestment or
Ins 55.02 Accounting requirements. (1) No insurer disintermediationrisk, for the following classes of businesgy
may, for reinsuranceeded, reduce any liability or establish anye held by the cedingompany without segregation of the assets:
asset in any financial statement filed with thicef of the com a. Health Insurance -TC/LTD
missioner of insurance if, by the terms of the reinsurance-agree . Traditional Non—-Par Permanent
ment,in substance or fefct, any of the following conditions exist:

(a) Renewal expense allowances provided, or tprbeided, d. Adjustable Premium Permanent
to the ceding insurer by the reinsurer in any accounting period, are - .
not suficient to cover anticipated allocable renewal expenses of ©- Indéterminate Premium Permanent _ _
the cedinginsurer on the portion of the business reinsured, unless f- Universal Life Fixed Premium (no dump-in premiums
aliability is established for the present value of the shouatlg ~ allowed)
assumptiongqual to the applicabktatutory reserve basis onthe 3. The associated formula for determinthg reserve interest
businessreinsured. Those expenses include commissions, prate adjustment must use a formula which reflects the ceding com
mium taxesand direct expenses including, but not limited to; billpany’sinvestment earnings and incorporates all realized and unre
ing, valuation, claims and maintenance expected by the compatiged gains and losses reflected in the statutory statement. The

c. Traditional Par Permanent

atthe time the business is reinsured. following is an acceptable formula:
(b) The ceding insurer can be deprived of surplus or assets g4 _ 2 (I + CG)
the reinsurers option or automatically upon the occurrence of X + Y-I1-CG

someevent, such as the insolvency of the ceding insotBer \where: | is the net investment income

thantermination of the reinsurance agreement by the reinsurer % is capital gains less capital losses

nonpayment of reinsurance premiums or other amounts due, sych the current year cash and invested assets plus investment
asmodified coinsuranceeserve adjustments, interest and adjus{, -ome due and accrued less borrowed money

mentson funds withheld, and tax reimbursements. Y is the same as X but for the prior year

(c) The ceding insurer is required to reimburse the reinsurer for
negative experience undée reinsurance agreement, other th?% (h) Settlements are made less frequently than quarterly or pay
K

offsetting experience refunds against current and prior yea eﬂtsdu(alfrom t?edretlnsurer are not made in cash within 90 days
lossesunder the agreement, or payment by the ceding insure 11 € settiement date. . .
anamount equal to the current and prior years’ losses neler () The ceding insurer is required to make representations or
agreementipon voluntaryermination of in force reinsurance by Warranties not reasonably related to the business being reinsured.
the ceding insurenoluntary termination does not include situa () The ceding insurer is required to make representations or
tions where termination occurs because of unreasonable-prowarranties abouuture performance of the business being-rein
sions which allow the reinsurer to reduce its risk under the agresured.

ment, including, but not limited to, a provision whigitovides (k) The reinsurance agreement is entered into fopitiheipal
thatit is the right of the reinsurer to increase reinsurgnemiums  purpose of producing significant surplus aid for the ceding insurer
or risk and expense clgas to excessive levels which forces thevhile not transferring all of the significant risks inherent in the
cedingcompany to prematurely terminate the reinsuraggee  businesseinsured and, in substance deef, the expected poten

ment. tial liability to the ceding insurer remains basically unchanged.
(d) The ceding insurer must, at specific points in tsoleed (2) Forthe purposef this chapterthe following table identi

uledin the agreement, terminate or automatically recapture allf@s fora representative sampling of products or type of business,

partof the reinsurance ceded. therisks which are considered to be significant. If a product is not

(e) The reinsurance agreement involves the pospifenent Specificallyincluded in the table, the risks for the product shall
by the ceding insurer to the reinsurer of amounts other than friédeterminedo be significant in a manner consistent with this
income realized from the reinsured policies or the ceding insutable.Risk categories are:
is required tgpay reinsurance premiums, or other fees omgesar (&) Morbidity.
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(b) Mortality. item (aggregate write—ins for gains and losseslirplus in the
(c) Lapse-This is the risk that a policy will voluntarily termi capitaland surplus account); and
nateprior to the recoupment of a statutory surplus steajpert (b) Recognition of the surpluscrease as income reflected on
encedat issue of the policy anet of tax basis in the “Reinsurance ceded” line, page 4 of the
(d) Credit Quality(C1)-This is the risk that invested asseté\nnual Statement as earnings egerfromthe business rein
supportingthe reinsured business will decrease in value. The m&red.
hazardsare that assetsill default or that there will be a decrease_Note: The following is an example of the application dfs.55.02 () On the

. . f stday of calendar year N, company XYZ pays a $20 milliitial commission and
in earning powerlt excludes market value declines due t xpenseallowance to company ABC for reinsuring an existing block of business.

changesin interest rate. Assuminga 34% tax rate, the net increase in surplus at inception is $13.2 million ($20
(e) Reinvestment (C3)—Thi$ is the risk that interest rates V\mgllon - $6.8 million) which is reported on the “Aggregate write—ins for gains and

. . . ags’n surplus” line in the Capital and Surplus account. $6.8 million (34% of $20
fall and funds reinvested (coupon payments or monies receiv@fibn) is reported as income on the “Commissions and expense allowances on rein

uponasset maturity or call) will therefore earn less than expectedranceceded” lineof the Summary of Operations. At the end of year N+1 the busi

i iahili i i has earned $4 million. ABC has paid $.5 million in profit and riskgesain
If asset durations are less  than liability durations, the mlsmagﬁr@z@or the year and has received a $1 miloperience refund. Company ABC’

will increase. annualstatement would report $1.65 million (66% of ($4 million — $1 million - $.5

(f) Disintermediatior(C3)-This is the risk that interest rategnillion) up to a maximum of $13.2 million) on the “Commissicrs expense allow

. : P : ceon reinsurance ceded” line of the Summar@pérations, and —$1.65 million
rise and pOI|Cy loans and surrenders increase or maturing C@ﬁthe “Aggregate write—ins fagains and losses in surplus” line of the capital and

tractsdo not renew at anticipated rates of renewal. If asset dugarplusaccount. The experience refund would be reported separately as a miscella
tions are greater than the liability durations, the mismatch willousincome item in the Summary of Operations.
increase Policyholders will move their funds into new products History: Cr. RegisterJuly 1993, No. 45]eff. 8-1-93.
offering higher rates. The company may have to sell assetesat a
to provide for these withdrawals.

TABLE + - Significant 0 - Insignificant

Ins 55.03 Written agreements. An insurer may not
reduceany liability or establish any asset in any financial state
mentfiled with the ofice of the commissioner of insurance, based

RISK CATEGORY on a reinsurance agreement or amendment to agmgement
PR T me— unless:

Health Insurance - other thafiC/LTD* + 0  + 0 0 0 (1) Theagreement, amendment or a binding letter of iftast
Health Insurance —TC/LTD* + 0 + + + 0 been duly executed by all partie® later than the date for which
Immediate Annuities 0 + 0 + + o0 .thefinancial statement is reporting the finanaahdition of the
Single Premium Deferred Annuities 0 0 + + + 4+ insurer;
Flexible Premium Deferred Annuites 0 0+ + +  + (2) If only a letter of intent has beemecuted, a reinsurance
Guaranteed Interest Contracts 0 0 0 + + + agreemenbr an amendmernb a reinsurance agreement is to be
Other Annuity Deposit Business 0 0 + + + o+ executedwithin a reasonable perioaf time, not exceeding 90
Single Premium Whole Life 0 + + o+ o+ o+ daysfrom the execution date of the letter of intent; and
Traditional Non—-Par Permanent 0 + + + + o+ (3) The reinsurance agreement or amendment provides that:
Traditional Non-Par &rm o+ + 0 0 0 (@) The agreement or amendment constitutes the entire-agree
Traditional Par Permanent 0+ + 4 o+ 4 mentbetweerthe parties with respect to the business being rein
Traditional Par &rm o + + 0 0 O suredand that there are no understandings between the parties
Adjustable Premium Permanent 0+ o+ 44 otherthan as expressed in the agreement; and
Indeterminate Premium Permanent 0+ 4+ 4+ 4 (b) Any change or modification to tregreement or amend
Universal Life Flexible Premium 0+ &+ o+ mentis null and void unless made by amendment and signed by
Universal Life Fixed Premium 0 + + + + + all parties.
Universal Life Fixed Premium 0+ + o+ 0+ History: Cr. RegisterJuly, 1993, No. 45]eff. 8-1-93.
(dump-in premiums allowed)
*LTC = Long erm Care Insurance Ins 55.04 Effect of failure to comply. No insurer may
LTD = Long Term Disability Insurance reduceany liability or establish or maintain an asset for the pur

(3) An insurer maywith the prior written approval of the poseof determining whether thiasurer is in financially hazard
commissionertake reserve credit or establishagset for ceded ouscondition, establishing or representing the financial condition
reinsurance which does not comply with sgib.or (2). of the in;ureror for the purpose o_f meeting compulsory surplus

(4) An insurer which enters into a reinsurarmgreement ©OF Security surplus requirements if the insurer may not reduce the
which involves the reinsurance of business issued prior to th@Pility or establish omaintain the asset on its financial statement
effectivedate of the agreements, and any subsequent amendmiéngerthis chapter
to such a reinsurance agreement, sflalthe agreement with the ~ History: Cr. Registey July, 1993, No. 45]1eff. 8-1-93.
commissionemwithin 30 days from itglate of its execution. An
insurershall include with thdiling data detailing the financial
impactof the transaction. d

S . ) . ate

(5) A ceding insurés actuarywho signs the financial state

; 2 . : (2) Aninsurer shall reduce to zero by December 31, 1994, any
mentactuarial opinion with respect to valuatiofreserves shall %eservecredits or assets established with respect to reinsurance

Ins 55.05 Applicability. (1) This chapter applies to rein
surance agreements entered into prior to, on or after fecgfe

considerthis chapter an@ny applicable actuarial standards o greemententered into prior to August 1, 19@®ich, under the

practicewhen determining the proper credit in financial stat rovisionsof this chapter would not be entitled to recognition of

mentsfiled with the commissionehe actuary shall maintain . :
: thereserve credits or assets. Section Ins 6.73 and the annual state
adequatedocumentation and be prepared upon request mentinstructions in déct prior to August 1, 1993 continue to

describethe actuarial work performedr inclusion in the finan

cial statements and to demonstrate that the work conforms to %%%'Znt,% eag;eirg&rflts entered into prior to August 1, 1993 until
rule. , :

. . . . i Note: Ins 6.73 was repealedf e8-1-93.
me(r?t) Q}no\l,c.surer shall, in the insurerstatutory financial state (3) Thjs chapter is iraddition to, and does not supersede other

v ] ) _ requirements, including, but not limited to, the requirements of
(a) Any increase in surplus net of federal income tax resulting. Ins 52

from arrangements described in s@). separately as surplus History: Cr. RegisterJuly 1993, No. 45]ef. 8-1-93.
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